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CHAPTER I
INTRODUCTION
The purpose of this thesis is to establish the ways
and means of a practical approach to a second income through
equity investments.
Students and teachers want to know how they may
enhance their income and security through investment channels.
They are desirous of knowing how to organize investment clubs,
the avenues of investments, and how to participate in these
clubs and avenues of investment.
Principals and superintendents are also desirous of
acquainting and familiarizing themselves with equity investments, because school systems are more and more becoming the
recipients of money from donors or benefactors.

The Federal

estate taxes, inheritance taxes, and income taxes make it
convenient and inexpensive for many estates to set up trusts
and make gifts for various educational purposes.
An appraisal of this second income objective has been
limited primarily to equities or common and preferred stocks.
This appraisal shows the relationship of a program for investments to our way of life and the free enterprise system; how
1

2

securities are bought and sold; how to understand what the
company is actually doing; the value of mutual funds, and
dollar cost averaging in the purchase of mutual funds; a
comparison of the purchase of equities with municipal bonds;
and the organization of investment clubs.
Whereas the appraisal is generally limited to
equities, an exception has been made in the case of the
potential savings and income under the Federal tax-sheltered
annuity plan for teachers.
The United States Census Bureau in 1960 showed
nearly seventeen million people age 65 or over, and this
represented an increase of nearly 35% from the 1950 figure
of twelve million over age 65.

Of one hundred people born

65 years ago today, 54 are found to be dependent on family
or charity, 36 are deceased, five fairly well-off financially,
four well-to-do and one rich.

One hundred dollars per month

income 30 years ago would today be worth only about $50 in
purchasing power.

If the economy grows at a rate of two to

three per cent per year, then a $300 income today may be
worth no more than $150 in purchasing power 20 or 25 years
from today.
Equity investments generally represent the best
avenue for meeting either inflation or the changing value
of the dollar and provide for a second income.
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There is an apparent misconception among many teachers
as well as laymen that the problem of equity investments is
too complex.

This appraisal hopes to either modify or elimin-

ate this fallacy.

Data which has been used in the analysis

and discussion of this second income has been obtained from
security analysts, stock brokers, business corporations,
current corporate publications, current national magazines,
and personal interviews with members of trust firms, insurance
companies, teachers and students.

CHAPTER II
THE NEED FOR THE INDIVIDUAL TO PARTICIPATE
IN OUR ECONOMIC INVESTMENT
WAY OF LIFE
In order for the individual to share in and fully
appreciate the .American, economic investment way of life,
certain facets should be explored, such as investment
terms; who should invest; the relationship of the investor
to the corporation, and a philosophy for living.
If the individual wishes to participate in equity
investments, an understanding and appreciation of an
investment lan5uage is an essential.

Certain basic terms,

such as, investing, stock, bond, and securities should be
known.
Investing is buying something with one's money
for the purpose of making more money; or putting money to
work so that it will produce earnings.
A stock represents ownership.

The person who

invests his money in the stock of a business becomes a
part owner of that business.

If it prospers, he stands to
4
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profit; if it does not, he may lose.
A bond is basically an IOU.

The person who invests

his money in a bond is lending a company or a government a
sum of money for a specified time with the understanding
that the borrower will pay it back with interest.
Securities is a term referring to both stocks and
bonds.
The investment terms which are most commonly
used in investment circles are found in Appendix I.
Approximately one million teachers throughout the
United States are teaching our way of life in its many
and sundry complexities.

However, many of these teachers

may feel that they have neither enough time, nor the
know-how essential to the proper investing in either
corporates or equities.

Nevertheless, these same teachers

are generally in a position to invest some portion of their
salaried incomes.

Some have even indicated a fear of

investing in equities, while others are hesitant in making
inquiry as to how equities may be acquired.
The word ncapitalistn to some people connotes
individuals of great wealth.

The fact is, the country is

full of capitalists, many of whom are in the middle or even
lower-income brackets, who have a nest-egg somewhere, or
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a stake in the future.

Millionaires have become proportion-

ately fewer, and people in the middle-income brackets and
lower brackets have prospered as never before.
The gross national income, and the spendable income
has been more abundant and wide-spread in recent years than
at any time in the nation's historY..

At one time, a few

hundred investors with millions of dollars were able to
supply all the funds that American industry needed for
expansion.

Today, industry looks to millions of people with

either a few dollars or a few hundred dollars to meet the
ever-increasing need for capital.
In the words of Samuel Butler, nall progress is
based on a universal innate desire on the part of every
organism to live beyond its income.n
Today, possibly everyone who can afford it should
own a share of American business.

Incidentally, this should

definitely include teachers.
Lord Fairfax once commented:

rrwise venturing is

the most commendable part of human prudence.n
This does not for one moment infer a planned program
of equity investments for the purpose of rrgetting rich quick."
A prudent course of action should be taken in such a planned
second income program.

Such action would normally negate
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indiscriminate speculation.
Investing is for people who have enough cash on
hand for emergencies, have already purchased enough life
insurance, and have surplus funds with which they would like
to seek interest income and potential growth or appreciation
in value.
Investment, in a business sense, is the use of money
to make more money. This is done by putting money
in stocks, bonds, mortgages, and the like.
Investments are made for different reasons, and
each person that invests usually chooses one of
several types. The investment may offer a high
yield, and the amount of money that can be made
may be large. Some investments are easy to sell on
the open market, so that the investor can always get
his money back quickly. Other investments may be
bought because they are considered safer than others.
The investor who wants safety usually finds that the
yield on very safe investments is low. If he is
willing to take more of a chance, he may invest in
stock that is less certain but may pay more.l
Millions of ordinary American families can and do invest in
our free enterprise system.
When this country was young, our economy was simple.
With very little money - a lot of courage and hard work the individual could become the owner of a little business;
but the population grew, natural resources were exploited
in abundance, and industry flourished and became more
lThe World Book Encyclopedia (Chicago: Field Enterprises, Inc. 1951) V.9, P.3850.
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complex.

By the eighteenth century the corporation form of

business appeared.

The corporation became the principal way

of getting enough capital together to finance a manufacturing
or a growing industry.

The investors who bought the stock in

these corporations were actually helping the American economy
grow and grow.

These investors were helping people with

imagination, creativity, determination and specialized
knowledge to discover and perfect in certain areas of
technological improvements.
For example, the Dupont Company spent over 72 million
dollars on the research and development of nylon.
In 1960, the New York Stock Exchange reported that
there were over twelve million people in the United States
who were investors in public corporations.

If the prediction

of a population of 205 million people by 1970 comes true,
and if the standard of living in our way of life continues
upward, industry will have need for an additional 50 to 60
billion dollars for new plants and equipment.

Obviously,

individuals and institutions must supply a large portion of
this capital.

Thus, the growth and expansion of a corpor-

ation automatically increases the value of the initial
investment

and would provide for an increased or second

income through equity investments.

9

Furthermore, this entire investment procedure is not
only a philosophy of our government
philosophy of the investor.

but also expresses the

For, as it has been truly stated

by Professor Maciver of Columbia University:
Whatever else we can do without, we cannot do without
a philosophy for living. Wherever we draw it from,
whether from ancient faith or the intuition of the
poets or some view or some old school of thought,
we must somehow find it.2
2R. M. Maciver, The Pursuit of Happiness: A Philosophy for Modern Living (New York: Simon & Schuster, 1955)
p. 171.

CHAPTER III
HOW SECURITIES ARE BOUGHT AND SOLD
In order to understand how to purchase securities,
the individual should familiarize himself with investment
terms as previously defined in the Glossary of Investment
Language in Appendix I.
Also, there should be an understanding of how
corporations are created; the kinds of stock issued; the
kinds of securities markets; the meaning of a balanced
portfolio; and certain types of securities which possibly
should be included in a portfolio.
The professional investment or business counselor
uses professional terms in the same manner as the teacher,
doctor and lawyer speak in professional terms.

Since most

securities in which investors will be interested are issued
by corporations, an understanding of what a corporation is
should be briefly reviewed.
Corporations are created by a charter - granted
by one of the states - which gives the corporation a legal
existence.

Whereas the officers and directors, stock holders

and employees may come and go, the corporation may go on forever
10
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or at least until legally dissolved.
When a corporation begins its legal life, stock is
issued and those who have become stock holders are entitled
to elect the board of directors.

The board in turn elects

officers who actually run the daily affairs of the company.
The stock holders own the corporation.

The stock

holders who own voting shares are entitled to votes in
exact proportion to the number of shares they hold.

If,

for example, a shareholder owns 100 shares and there are
10,000 shares outstanding, he then owns 100/10,000 (1%)
of the company, and is entitled to 100 votes out of a total
of 10,000 votes that may be cast.
The amount of stock a corporation may issue is
set forth in its charter.

Three general kinds of securities

are offered; namely, common stock, which represents ownership in the corporation; preferred stock, which represents
limited ownership; bonds, which represent money owed by the
corporation to the bondholder.

Bonds are debts of the

corporation; in other words, the company owes the owner of the
bond the amount of money indicated on the face of the certificate.

For the use of that money, the corporation agrees to

pay the bondholder a certain sum every year, usually expressed
by a percentage of the face amount of the bond.
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Securities which have been issued by the corporation
eventually reach the hands of many different investors through
investment bankers.

If an individual wishes to purchase any

of these securities, he must find someone who already owns
these shares and is willing to sell.

The question is where

the prospective purchaser may find a seller.
However, just as the housewife goes to the market
to buy her meats and groceries, so the investor goes to
his broker or dealer - or to the Securities Market - to
purchase stocks or bonds.

In other words, the Securities

Market is the place where the buyer and the seller come
together.
When an individual becomes a new customer of a
broker or dealer, he will be required to establish his
credit through proper references so that the broker is sure
the individual can pay for whatever securities are ordered.
This is important because when an order is placed for a
stock, neither the purchaser, nor the broker may know
precisely, except under specified conditions, the exact cost
of such stock.
If the prospective purchaser is not altogether
certain just where to go to nego,tiate a purchase, he should
go to his local banker, school business or investment
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counselor and ask how to proceed.

These advisers will know

several investment firms in the general community

and

probably the names of investment counselors in banks.

They,

in turn,' would recommend reputable brokers or dealers with
whom the prospective buyer may counsel.
There are two basic kinds of Securities Markets,
namely, Stock Exchanges and The Over-the-Counter Securities
Market.
Stock exchanges are organized market places which
operate and provide facilities where members may buy and
sell securities as agent for customers.

There are many such

exchanges in the United States including the New York
Stock Exchange, the American Stock Exchange, the Midwest
Stock Exchange and many regional exchanges.

The New York

Stock Exchange is the largest of all stock exchanges and
is sometimes called nThe Big Board.n

All exchanges are

under the supervision and jurisdiction of the Securities and
Exchange Commission.
When these exchanges list certain securities, they
authorize the trading of those securities on their "floor.n
Such securities are called "listedn securities and before
they are accepted they must agree to certain requirements
including the furnishing of financial reports and other
important information regarding the company's financial
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structure and operations.
All securities are not bought and sold on organized
exchanges; there is another extensive market where securities
are traded in volume nru.ch greater than on the organized
exchanges -- the over-the-counter market, often called the
unlisted securities market.
The over-the-counter market provides facilities for
the purchase and sale of thousands of unlisted securities and
for the initial distribution of many new issues.

The secur-

ities of some of the leading industrial and utility companies
are traded over-the-counter, as are practically all insurance
and bank stocks, municipal bonds, U. S. Government bonds,
foreign bonds and investment trust shares.
The over-the-counter market (unlike the stock
exchanges) is not located in any one place or building.
Unlisted trading is carried on between thousands of brokers
and dealers all over the country who maintain contact with
each other by telephone, telegraph and direct wire.
The investment firm acts either as a broker (agent)
or as a dealer (principal).

As a broker the investment

firm acts as agent, receiving a commission for such service.
As a dealer, however, the firm buys and sells just as any
other merchant does.

The investment firm will not only buy
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and sell securities

but will also perform many other

valuable and necessary services.

The firm provides care-

ful investment advice, safeguards securities, certificates
and cash, and may assist in exercising certain rights and
proxies, collects coupons and dividends, and possibly provides
a variety of statistical and economic information.
Exhibits of New York Stock Transactions; Over-theCounter Markets; and Government Securities, as extracted
from the "Wall Street Journal", appear in Appendix II.
In a study of the financial pages of the newspaper,
the investor will discover that prices of active stocks
change almost constantly from
is only 1/8 of a point,

12~9.

da~

to day.

Often the change

Sometimes, however, the price

may rise or fall several points or even more.

Why does this

happen?
Incidentally, a giant corporation with hundreds of
thousands of employees and huge factories is not worth
millions of dollars more on Tuesday than on Monday, just
because the stock rose two or three points.
therefore, is "supply and demand."

The answer,

Like almost anything else,

a stock price rises or falls depending on whether there are
more people who want to buy, or more who wish to sell.
Optimistic news about a corporation's future prospects,
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for example, may cause many investors to purchase the company's
stock.

As a result of this sudden demand, the stock usually

rises in price.
Owners of bonds and preferred stocks can predict
income with reasonable accuracy.

Bonds pay a fixed rate of

interest, which is expressed as a percentage of the face or
par value.

Consequently, a

4~%

bond with a face value of

$1000 pays its holder a yearly income of $45.
stocks also pay a fixed income.

Most preferred

Preferred dividends are

expressed as a percentage of the par value, or as a specific
amount per share.

The beginning investor is cautioned,

however, that the percentage of income may be far different
than the amount printed on the certificate.
preferred, will pay $4 per year, for example.

A 4%, $100 par,
However, if

only $50 is paid for the share at the current market value,
a $4 yearly dividend would represent an income of 8% on the
investment.

Although the amount of interest or dividend may

be fixed, the actual income percentage depends on how much
is paid for the security in the first place.
Corrnnon stockholders, on the other hand, cannot
predict income from dividends.

Dividends on corrnnon stocks

naturally vary with the company's earnings and the policies
of the management.

Some corporations try to stabilize
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earnings and maintain a consistent dividend record; others
pay dividends in varying amounts, or possibly not at all.
Furthermore, a high dividend rate is not necessarily an
indication of value in a security.
As a general rule, preferred stockholders have no
voting rights.

Neither do preferred stockholders share in

the growth of the company.

The preferred shareholder receives

a specified interest rate provided the company earns enough
to pay such rate.

Preferred stockholders, however, have

priority over common stockholders if the company has not
earned enough

to pay both.

Common stockholders have voting rights and may
receive dividends on their holdings.

Furthermore, common

shareholders may realize an appreciation in value of their
holdings, and also additional shares of stock if the company
grows and prospers.
If the individual investor desires a second income
in relationship to inflation and an increased growth in the
economy, the best avenue to follow, in most cases, would be
in common stocks.

If the investor wants a balanced portfolio

of investments, there may be a need for some preferred stocks,
which offer a fixed income.
In the consideration of a balanced portfolio, the
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investor would want to include stocks in more than just one
industry.

There, obviously, are many such industrial areas,

such as automobiles, banks, chemicals, drugs and cosmetics,
electronics, foods, metals, oil companies, railroads, steel,
tobacco, and utilities.

The investor should acquaint himself

with selected issues in any one of these basic industries
and then purchase the kind of stock which would best fit
his individual need.
There are several categories in which selected
issues generally fall: namely, investment type with growth;
investment type representing stability; the liberal income
type; a good quality type, but with wider price movement;
or the purely speculative type.
The average investor should include in his balanced
portfolio some food and utility stocks.
Food companies have made impressive progress in
comparison to other segments of manufacturing.

The Federal

Reserve Board in its publication, nFoods and Kindred Productsrr,
showed an increase of 62.6% in food profits during the last
six-year period.
pounded annually.

This percentage was equal to 8.3% comIncreased spending on food reflects the

preference of today's housewife for more highly processed
food with greater, built-in convenience in meal preparation.
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Kitchen chores are being reduced, consumer incomes are increasing and a knowledge of nutrition stimulates processed foods.
The typical supermarket now carries 6,000 items compared
to 1500 before World War II.
daily by all people.

Food is a product consumed

Some quality food stocks, which

are excellent both for the investment income type, as well
as growth through appreciation are:

General Foods, Standard

Brands, Pillsbury, and Safeway Stores.
The investor also should consider utility stocks in
the balanced portfolio.

Utility shares are justifiable

because of good growth prospects and stability.

Utility

companies generally operate under exclusive franchises in
their service areas, and are subject to the jurisdiction
of state, and in some cases, local regulatory authorities.
Such authorities or commissions have been reasonable in
granting rate adjustments to off-set rising costs and provide
adequate service.
Commercial sales will expand over the coming years
with the development of suburbs, schools, shopping centers,
restaurants, theaters, bowling alleys, and many other types
of establishments.

In addition, adequate lighting is becoming

increasingly recognized as an aid to business efficiency in
office, store, and factory.

A higher level of business
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moreover will require a vast increase in office space, and
there will unquestionably be a greater substitution of
machine-power for man-power.
If, therefore, the individual is desirous of a
second income, he should consult with his business or
investment counselor in the area of utilities, as well as
foods.

Some very excellent utility stocks which may be

included in a portfolio for the investment type interest
income, as well as growth potential, are American Telephone
and Telegraph, Pacific Gas and Electric, Southern Company,
and Louisville Gas and Electric.

CHAPTER IV
HOW THE INDIVIDUAL MAY DETERMINE
WHAT THE COMPANY OR CORPORATION
IS DOING
The purchaser of equities for the purpose of a
second income may wish to understand what progress the
company is making.

This means that the investor may wish to

interpret a balance sheet and a prospectus of the company.
Under Federal law, the stockholder may receive
regular periodical reports from the company.

Some companies

will send quarterly reports, some issue reports semiannually, and others send only annual reports.
If the stockholder will examine the balance sheet
and earnings statement, as well as the wording of these
reports, he will have some indication of the company's
progress.
Obviously, not every investor has been trained to
read a financial report.

Consequently, a simple evaluation

of the meaning of "financial statement or balance sheeer
seems necessary.
21
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One of the first things which indicates the company's
success is the earnings, or estimated earnings per share
of stock.

If the company reports a profit of one million

dollars, and there are one million shares outstanding, the
company has then earned $1 per share.

.This is a convenient

figure for comparison with a previous year's performance and
estimated future earnings.
Occasionally an individual gets a "tip'r about a
specific security, which sounds as if it may be a good buy.
Since one would not normally buy a house without ascertaining
whether it was built of brick or straw, neither should he
make an investment in a company without evaluating its
assets, liabilities, and earnings.
The company's financial report consists of two
parts; namely, a balance sheet, indicating how the company
stands on a certain date - and an income, or profit and loss
statement, which shows what the company did during a recent
period, possibly the last 12 months.

This information may

be found in annual reports or various statistical services
available at stock exchange firms.
A doctor in giving a physical examination generally
begins by taking certain readings.

He wants to know the

normal blood pressure, the heart beat, the temperature, in

23

order to determine if the patient is basically sound.

Even

though other things may be wrong with the patient, he
never-the-less is in pretty good shape if these basics
are in good order.
Similarly, in considering purchase of a security,
one should look for a sound balance sheet and sufficient
income, as proof that the company is in good shape to meet
minor problems which may confront it.
Certainly, a doctor must undergo years of training
to determine the fitness of his patient.

Fortunately, it

takes no special education to check a company.
statements scare a number of people.

Financial

If, however, financial

statements and accounting terms are translated into ordinary,
every-day language, they are readily understandable.

The

investor could go into the many complex ratios of a financial
statement, but this may not be too necessary and is usually
done only by the experts.
An excellent illustration of a typical balance sheet,
together with a simple explanation of each term and entry
may be found in Appendix III.
The investor may wish to compare a particular company's record with other companies operating in similar
businesses.

Such investor may also wish to check the outlook
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for the company's potential growth.

This information may be

found in a prospectus for the particular company.

A prospectus,

which constitutes the history of a particular company may be
secured through either the company or a broker representing
the company.
If, therefore, the investor wishes to investigate,
personally, his shareholdings or equity-shares, he would
either keep constantly appraised of his company's operations
or leave the responsibility to an investment or business
counselor.

CHAPTER V
A SECOND INCOME THROUGH
MUTUAL FUND INVESTMENTS
This chapter will define the mutual fund, show how
it operates, distinguish between the open and closed-end
trusts, ennumerate reasons for owning mutual fund shares,
and evaluate the dollar cost averaging method in the purchase
of mutual funds.
The investor may at regular intervals take a certain
number of dollars out of income and put these to work in
a sensible investment program that tends to follow the
growth of our dynamic economy.
There is nothing magic nor mysterious about an
investment trust.

Suppose, for example, that some twenty

individuals had $1,000, each, to invest.

Instead of each

individual investing his own money, he may decide to pool
it rather than form an investment club and arrive at collective investment decisions.

Each will turn his sum over to

one individual or manager to do the investing.

25

26

In a situation of this kind, these twenty persons
would constitute an investment trust in miniature.

If the

value of the stock, perchance, which the trust now owns
should rise in value from $20,000 to $22,000, each individual
in the trust would now have a value of $1,100.

At this

point, the venture would have been a successful one.
Consequently, other members would like to join up with this
trust.

If, however, the twenty individuals restrict the

trust to just the original twenty members, and the original
capital, the organization will have been converted to a
closed-end trust.

There will thus be no new members or

shareholders in the trust, unless one of the original twenty
wants to sell his share to someone else for whatever he can
get for it; that is a right possessed by each of the twenty
shareholders.
On the contrary, these twenty members may choose an
alternative plan and expand the trust to take in new members.
New members may be permitted to come in at the present value
of each share, or at $1,100 per each new member.

All

members would thereafter participate and share and share
alike in whatever profits the fund or trust may earn.
Furthermore, if still other individuals are permitted to come
in at a price representing the trust's net asset value per
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share (this is determined by dividing the total value of the
trust holdings by the number of shares already outstanding),
the original closed-end trust will become an open-end trust,
and thus constitute what is commonly and popularly known
today as a nru.tual fund.
An open-end investment company is one which continuously offers new shares for sale and which stands
always ready to redeem existing shares in cash at
the request of any stockholder. Meanwhile, the
resources in the possession of the company are
invested in securities, and periodic dividends are
paid to stockholders as earnings warrant. Although
stockholders are free to sell their stock to others
or to buy more from others, it is clear that
market prices can never deviate far from the sale
and redemption prices set by the company. Most
open-end companies sell new shares at net asset value
(total market value of asset holdings minus liabilities
divided by number of outstanding shares) plus a
"loadingn or marketing fee, and redeem shares
approximately at net asset value. This keeps any
possible resale price between these two limits.
Open-end companies are usually either Massachusetts
trusts or corporations. In recent years the trade
literature has mostly refe5red to the open-end
companies as mutual funds.
A nru.tual fund company generally invests its money
in the securities of American enterprise.

The purpose is

to permit persons having varying amounts of money to invest
or pool their funds, and through the medium of one
security, share in the business of a large number of companies
3John C. Clendenin, Introduction to Investments
(New York: McGraw-Hill Book Company, Inc., 1955) p.437.
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within different industries.
If a mutual fund company invests in the connnon stock
of companies, and also in preferred stocks and bonds, it is
known as a balanced mutual fund.

The investment in mutual

funds does have certain advantages.

There is usually a

staff of seasoned portfolio managers, industry specialists,
and research and statistical experts who study and report
in their respective fields.

These particular analysts

travel hundreds of miles, talk with management, labor, the
worker and the layman -- even the housewife -- in order to
evaluate, appraise, and predict.
A ready market is provided by mutual funds to which
the investors may present shares on any business day for
redemption at the prevailing, liquidating value.

Historically,

income on mutual fund shares has compared favorably with the
income on most other forms of investment

and has been

connnensurate with the risk.
In the consideration of a second income, the
investor may well incorporate in his portfolio some mutual
fund accounts.
Teachers may be interested in the Horace Mann
Mutual Fund, which illustrates a diversity of investments
in many basic industries, as shown in Appendix IV.
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Another avenue whereby one may obtain a second
income is the dollar cost averaging method.
The investor may at regular intervals take a certain
number of dollars out of income and put these to work in a
sensible investment program that tends to follow the
growth of our dynamic economy.

This kind of a program

requires neither large amounts of capital, nor the ability
to "guess-rightrr about the best time to buy or sell securities.
In fact, there is no place for guess-work in a sound investment program.

No one has ever been known to "guess-rightrr

every time, about either the peak or the bottom of security
prices.
If, however, one invests continuously at regular
intervals over a reasonably long period the same amount of
money in shares which are subject to market fluctuations,
and regardless of price levels, this dollar cost averaging
will be lower than the average of all the prices at which
shares are normally bought.
To illustrate, suppose one buys food for the family
which likes potatoes at almost every meal.

If one agrees to

buy potatoes from the farmer (the price of which may rise
or drop sharply), the farmer will contract to bill this
individual at the end of the year at the average price of all
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the potatoes bought during the year.
This individual may hesitate because he may not wish
to keep track of changing prices.

Consequently, the farmer

may propose that the individual buy $20 worth of potatoes
every four months, and the farmer will deliver as many
potatoes as that much money will buy at whatever the market
price happens to be at the time of delivery.
In order to determine which proposition to accept,
or in order to decide whether it would be better to pay the
average price or buy a fixed number of dollars worth of
potatoes every four months, an examination of a hypothetical
potato exhibit may be worth while.

This simple hypothetical

example shows that if poratoes are bought by the dollars'
worth, the individual will be the winner by 6-2/3 bushels
with a payment on the average of

36~

less per bushel for

a full year's supply of 36-2/3 bushels.
Details appear on the following page.
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In the hypothetical example below, it is assumed,
of course, that the family knows it will normally consume
between 30 and 40 bushels of potatoes each year.

EQUAL QUANTITY METHOD
Interval
(Same for
both
Methods)

Market
Quantity Price Per
(bushels) Bushel

EQUAL DOLLAR METHOD

Cost

Amount
Paid

Market
Quantity
Price Per Received
Bushel
(bushels)

November

10

$2.00

$20.00

$20.00

$2.00

March

10

3.00

30.00

20.00

3.00

July

10

1.00

10.00

20.00

1.00

$60.00

$60.00

TOTALS:

30
Average price is
$60.00 -:- 30 or
$2.00 per bushel

Average cost is
$60.00 -:- 36-2/3
$1.64 per bushel

10
6-2/3
20

36-2/3

CHAPTER VI
A SECOND INCOME THROUGH MUNICIPAL BONDS

There are several reasons why municipal obligations
offer another avenue for a second income investment.
number one reason is security.

The

Possibly, the second most

important reason is the tax exemption feature.

For example,

S:tatl.d the individual purchase a government bond yielding
3.80% or a municipal bond paying 3.80%?
The answer is that the income on the government bond
is not tax-exempt.

The regular tax-exempt formula may be

applied to determine the interest-yield-equivalent on the
municipal bond paying 3.80%.

A taxpayer in the 38% income

tax bracket, considering an exempt bond yielding 3.80% 3.80
100% - 38%

=

3.80
.62

=

6.13%

would thus have to receive 6.13% in a taxable security to
obtain a better bargain than the tax exempt bond.
There are obviously additional reasons.

Not only

is every natural resource, every skill, all energy, and
every dollar of accumulated savings in a given conununity

,32
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behind the bonds, but many municipalities' date of incorporation goes back more than 100 years.

This may be compared

to the mortality rate of corporations which may change
momentarily.

For example, the horse and

buggy~e

forced

out by the automobile corporation.
The record of debt payment has been excellent.
In Illinois, there is no record of any corporate community
having defaulted in its municipal obligation.

Less than

2% of all municipal issues throughout the country defaulted
during the great depression of the early thirties.

Most of

these cleared up immediately, without loss on principal.
However, more than one-third of the commercial banks in the
country did not reopen after the bank holiday of the
early thirties.
The purchasers of municipals represent the most
careful investors.
tion.

There is little or no room for specula-

They are bought by insurance companies, trustees of

funds, as well as individuals.
Municipal securities are offered at almost full
value as collateral, and one may obtain a loan up to 85
95% on a municipal offering as collateral.
Municipal bonds may be diversified according to
city or geography.

There is a constant demand for such

or
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bonds --meaning they have quick saleability or liquidity.
Usually, the bonds are in $1,000 denominations

and mature

at regular yearly intervals, and such bonds may be for
school buildings, new roads, park facilities, sewage
disposal, street paving, etc.
The individual could purchase one bond at $1,000,
maturing in one, or two, or three years, or maturing in
five or ten, or fifteen years, thus paving the way for a
second income in the future.
Finally, the purchaser of a municipal bond always
knows in advance precisely what his interest income will be
and when it will be paid, as well as being able to know the
tax-equivalent-yield, in accordance with the tax-free
formula, as listed above, and determined on the basis of the
income tax bracket of the particular individual.
Tax exempt bonds are regularly listed for sale by
various communities through the local banks, investment houses,
or brokers.
Tax exempt municipal bonds do furnish a very excellent means for a second income, particularly because of the
security of the issue, and the tax-equivalent-yield.

CHAPTER VII
A SECOND INCOME THROUGH INVESTMENT CLUBS
There are literally thousands of investment clubs
organized throughout the entire United States.

These clubs

extend to all levels of society, and particularly to
business, fraternal and school groups.

Investment clubs are

daily being formed by both students and teachers.

Even

school classes are organizing investment clubs under the
guidance and direction of qualified teacher-supervisorcounselors.
Suppose a group of employees or a group of teachers
decided to organize an investment club.

What steps would

they pursue?
Ordinarily, some five or seven reputable and competent
persons would sit

down and simply organize a club by estab-

lishing certain rules and regulations, and electing officers,
particularly, a president, vice-president and secretary-treasurer.
These officers, in turn, would advise the Secretary of State,
in the case of Illinois, that they would like to obtain
a charter for the purpose of forming such an investment club.
35
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If the officers were in good standing morally, and otherwise,
the charter would be granted.
The members of the investment club would then operate
in accordance with the rules and regulations established
by the officers.

They would simply pool their money by

contributing so much weekly, monthly, or in accordance with
the rules and regulations established and approved by them.
After all the members had contributed to the pool, they would
then be declared members, and the members, in turn, would
re-elect or re-approve their own officers and proceed to
invest in equities.

The actual investment would result from

actual collective investment decisions on the part of the
membership.

The organization, therefore, of an investment

club is a simple and not a complex achievement.
The formation of these clubs does much to enhance
the appreciation of teachers and students in the dynamic
and economic growth of our way of life, while at the same
time making provision for a second income through equities.

CHAPTER VIII
A SECOND INCOME THROUGH
TAX-SHELTERED ANNUITIES
Although, literally, the tax-sheltered annuity is
not classified as an equity, it is nevertheless a worthwhile avenue of security, and many teachers have availed
themselves of this particular type of annuity.
Considerable attention has been given to the
possibility that an employee of an educational institution
can forego part of his compensation and have the funds used
to purchase an annuity.

The advantage sought is to exclude

the premium from current income

and defer the tax until

after retirement, at which time the marginal rate of tax
will be reduced because of increased exemptions and reduced
income.

Such deferment may not work to every teacher's

advantage, but it is reasonable to assume that in most cases
there will be some tax gain.
On October 4, 1961, the Internal Revenue Code was
amended to expressly provide that tax-sheltered annuity
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benefits be applied in cases where an annuity contract was
purchased for an employee of a public school.

Section 151

(e) (4) of the Internal Revenue Code provides" • • • the
term 'educational institution' means only an educational
institution, which normally maintains a regular faculty and
curriculum • • • has organized body of students in attendance.n 4
For example, a teacher at a salary rate of $6,000
per year may sign an agreement with a school board to have
$1,000 deducted for the purpose of paying for an annuity
through an insurance company.
pay income tax on only $5,000.

The teacher will currently
This is why the annuity is

called a tax-sheltered annuity - a reduction of F.ederal
taxes.

The tax will be deferred until retirement, at a time

when the exemptions are greater and income is lower.
In the case of teachers who have high salaries,
this kind of program could prove very attractive.

In the

first place, they are desirous of obtaining a second income
through an annuity, and, secondly, they may increase their
income proportionately by lowering the ncost'r of the annuity
purchased.

4Revenue Ruling 55-319, C. B. 1955-1, 119; Revenue
Ruling 60-384, C. B. 1960-2, 172 (Documents: Treasury Department,
Internal Revenue Service).
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A teacher with a career of service, and approaching
retirement could find this method a rapid and relatively
inexpensive way of building up a good second income.

With

a career of service, the exclusion allowance may be large
enough to cover amounts which most school people could
afford to spend for premium payments.

CHAPTER IX
SUMMARY

The management and investment of public funds is
becoming more and more a science.

This function represents

one of the many duties of the administration of our public
schools.

In the smaller systems, this responsibility is

assumed almost entirely by either the principal or the
superintendent.

In the larger school systems, this work

may be assigned to a special supervisor or a businessinvestment counselor.
A clear and concise concept of the investment and
financial field should undoubtedly assist in securing a
better educational return for the money made available.
An investment counselor or consultant could be of special
assistance to students and teachers in sponsoring and
supervising investment clubs.
An attempt has been made to set-up procedures for
the organization of investment clubs for students and teachers,
to encourage the incentive for a second income through equity
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investments, and to appreciate the relationship of investments
to our way of life in a complex and dynamic society and
economy.
The participation in equities may be a new venture
for many and somewhat comparable to the individual's experience when he spends his first month's check, buys his first
life insurance policy or automobile, or the thrill that is
felt when the first down-payment is made on a new home.
The individual, like millions of others, may reach
a place in life when he has accumulated some savings for
a rainy day, has sufficient insurance against the normal
uncertainties of life and perhaps, a substantial equity in
a home.

Consequently, in order to round out his investment

program, he may desire to become a direct part-owner in one
of our great American corporate, free enterprises, and thus
secure a second income in our typical American way of life.
He is already an indirect owner, since his bank account
and insurance policies are in banks and insurance institutions,
which are investors in corporate and equity securities.
When this second income has been achieved, the
individual is not only in a position to enhance his own
standard of living--he may then assist in establishing a finer
standard of living for all and be able to contribute to
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worthwhile charities and institutions, and our own American

way of life.

,

APPENDIX I
GLOSSARY OF INVESTMENT TERMS

APPENDIX I
GLOSSARY OF INVESTMENT TERMS
Accrued Interest - Interest earned on a bond since
the last coupon payment.
Ad Valorem Tax - A tax based on the value (or assessed
value) of property.
Assessed Valuation - The valuation placed on property
for the purposes of taxation.
Assets - Everything a corporation owns or due to it:
Cash, investments, money due it, materials and inventories,
which are called current assets; building and machinery,
which are known as fixed assets; and patents and good will,
called intangible assets.
Balance Sheet - A condensed statement showing the
nature and amount of a company's assets, liabilities and
capital on a given date.

In dollar amounts the balance

sheet shows what the company owned, what it owed, and the
ownership interest in the company of its stockholders.
Basis Price - The price expressed in yield or net
return on the investment.
~

- Someone who believes the market will decline.
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Big Board - A popular term for the New York Stock
Exchange.
Blue Chip - Connnon stock in a company known
nationally for the quality and wide acceptance of its
products or services, and for its ability to make money
and pay dividends in good times and bad.

Usually such

stocks are relatively high priced and offer relatively
low yields.
Bond - An interest-bearing promise to pay with a
specific maturity.
Book Value - An accounting term.

Book value of

a stock is determined from a company's records, by adding
all assets (generally excluding such intangibles as good
will), then deducting all debts and other liabilities,
plus the liquidation price of any preferred issues.

The

sum arrived at is divided by the number of connnon shares
outstanding and the result is book value per connnon
share.

Book value of the assets of a company or a

security may have little or no significant relationship
to market value.
Broker - An agent, often a member of a Stock
Exchange firm or an Exchange member himself, who handles
the public's orders to buy and sell securities or
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connnodities.

For this service a commission is charged.

Bull - One who believes the market will rise.

~

Callable Bond - A bond which is subject to
redemption prior to maturity at the option of the issuer.
Capital Stock - All shares representing ownership
of a business, including preferred and connnon.
Capital Gain or Capital Loss - Profit or loss
from the sale of a capital asset.

A capital gain may be

either short-term (6 months or less) or long-term (more
than 6 months).

A short-term capital gain is taxed at

the reporting individual's full income tax rate.

A

long-term capital gain is taxed at a maximum of 25 per
cent, depending on the reporting individual's tax bracket.
Up to $1,000 of net capital loss--that is, when you sell
securities at a lower price than you paid for them--is
deductible from the individual's taxable income during
the year reported.

If the capital loss is more than

$1,000, as much as $1,000 annually is deductible in each
of the nexL iLve years.

The amount of capital loss

which may be deducted is reduced by the amount of any
capital gain.
Capitalization - Total amount of the various
securities issued by a corporation.

Capitalization may
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include bonds, debentures, preferred and common stock.
Bonds and debentures are usually carried on the books of
the issuing company in terms of their par or face value.
Preferred and common shares may be carried in terms of
par or stated value.

Stated value may be an arbitrary

figure decided upon by the directors or may represent the
amount received by the company from the sale of the
securities at the time of issuance.
Certificate - The actual piece of paper which is
evidence of ownership of stock in a corporation.

Water-

marked paper is finely engraved with delicate etchings to
discourage forgery.

Loss of a certificate may at the

least cause a great deal of inconvenience--at the worst,
financial loss.
Collateral - Securities or other property pledged
by a borrower to secure repayment on a loan.
Commission Broker - An agent who executes the
public's orders for the purchase or sale of securities
or commodities.
Common Stock - Se.curities which represent an
ownership interest in a corporation.

If the company has

also issued preferred stock, both common and preferred
have ownership rights, but the preferred normally has
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prior claim on dividends and, in the event of liquidation,
assets.

Claims of both connnon and preferred stockholders

are junior to claims of bondholders or other creditors of the
company.

Common stockholders assume the greater risk, but

generally exercise the greater control and may gain the
greater reward in the form of dividends and capital
appreciation.

The terms connnon stock and capital stock

are often used interchangeably when the company has no
preferred stock.
Convertible - A bond, debenture or preferred
share which may be exchanged by the owner for common stock
or another security, usually of the same company, in
accordance with the terms of the issue.
Coupon - That part of a bond which evidences
interest due.

Coupons are detached from bonds by the

holders--usually semi-annually--and presented for payment
to the issuer's designated paying agent.
Coupon Bonds - Bonds with interest coupons attached.
The coupons are clipped as they come due and are presented
by the holder for payment of interest.
Coverage - Margin of safety for payment of debt
service, reflecting the number of times by which earnings
for a period of time exceed debt service payable in such
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period.
Cumulative Preferred - A stock having a provision
that if one or more dividends are omitted, the omitted
dividends must be paid before dividends may be paid on
th~

company's connnon stock.
Current Assets - Those assets of a company which

are reasonably expected to be realized cash, or sold, or
consumed during the normal operating cycle of the business.
These include cash, United States Government bonds,
receivables and money due usually within one year, and
inventories.
Current Liabilities - Money owed and payable by a
company, usually within one year.
Debenture - A promissory note backed solely by
the general credit of a company and not secured by a
mortgage or lien on any specific property.
Debt Limit - The statutory or constitutional
maximum debt-incurring power of a municipality.
Debt Service - Required payments for interest on
and retirement of a debt.
Depreciation - The amount of money charged against
earnings by a company to off set the decline in value of
a plant or machine due to age, wear and tear, and
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obsolescence during its useful life.
Discount - The amount, if any, by which the principal
amount of a bond exceeds the price.
Dollar Bond - A bond which is quoted and traded in
dollars rather than in yield.
Dollar Cost Averaging - A system of buying securities
at regular intervals with a fixed amount of dollars invested
over a considerable period of time, regardless of the
prevailing prices of the securities.
by institutional investors.

It is frequently used

Under this system the investor

acquires not 10 shares of ABC every month or every six
months but $50 worth of ABC.

When ABC is selling at a low

price he gets more shares than when it is selling at a
high price.

Over the long-term, if the price trend of a

stock is upward, and periodic investments are maintained
in good times and bad, dollar cost averaging may be a
rewarding investment technique.
Equipment Trust Certificate - A type of security,
generally issued by a railroad, to pay for new equipment.
Title to the equipment, such as a locomotive, is held by a
trustee until the notes are paid off.

An equipment trust

certificate is usually secured by a first lien on the
equipment.
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Equity - The ownership interest of common and
preferred stockholders in a company.

Also refers to excess

of value of securities over the debit balance in a margin
account.
Face Value - The value of a bond that appears on
the face of the bond, unless the value is otherwise
specified by the issuing company.
the

amoun~

~he

Face value is ordinarily

issuing company promises to pay at maturity.

Face value is not an indication of market value.
Fixed Charges - A company's expenses, such as bond
interest, which it has agreed to pay whether or not earned,
and which are deducted from income before earnings on
equity capital are computed.
Free and Open Market - A market in which supply and
demand are expressed without restraint in terms of price.
Contrast with a controlled market in which supply, demand
and price may be all regulated.
General Mortgage Bond - A bond which is secured by
a blanket mortgage on the company's property, but which is
often outranked by one or more other mortgages.
General Obligation - A bond secured by pledge of the
issuer's full faith, credit and taxing power.
Gilt-Edged - High-grade bond issued by a company

51

which has demonstrated its ability to earn a comfortable
profit over a period of years and pay its bondholders their
interest without interruption.
G.T.C. Order - "Good 'til cancelled." A customer's
order to his broker to buy or sell securities at a specified
price, the order to remain in effect until it is either
executed or cancelled.
Holding Company - A corporation which owns the
securities of another, in most cases with voting control.
Indenture - A written agreement under which bonds
or debentures are issued, setting forth maturity date,
interest rate, security and other terms.
Interest - Compensation paid or to be paid for the
use of money.
Interest Rate - The interest payable each year,
expressed as a percentage of the principal.
Investment Banker - Also known as an underwriter.
He is the middleman between the corporation issuing new
securities and the public.

The usual practice is for one

or more investment bankers to buy outright from a corporation
a new issue of stocks or bonds.

The group forms a syndicate

to sell the securities to individuals and institutions.
Investment bankers also distribute very large blocks of
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stocks or bonds--perhaps held by an estate.

Thereafter

the market in the security may be over-the-counter, on a
regional stock exchange, the American Exchange or the New
York Stock Exchange.
Investment Counselor - One who is professionally
engaged in rendering investment advisory and supervisory
services.
Legal List - A list of investments selected by
various states in which certain institutions and fiduciaries,
such as insurance companies and banks, may invest.

Legal

lists are restricted to high quality securities meeting
certain specifications.
Limited Tax Bond - A bond secured by pledge of a
tax which is limited as to rate or amount.
Limit Order - A customer's order to a securities
broker to buy or sell at a specific price or better.

The

order can be executed only at that price or a better one.
Margin - The amount paid by the customer when he
uses credit to buy a security, the balance being advanced
by the broker.
Market Order - An order by a customer to a broker to
buy or sell at the best price available when the order
reaches the trading floor.
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Market Price - In the case of a security, market
price is usually considered the last reported price at which
the stock or bond sold.
Maturity - The date upon which the principal of a
bond becomes due and payable.
Mortgage Bond - A bond secured by a mortgage on a
property.

The value of the property may or may not equal

the value of the so-called mortgage bonds issued against it.
Municipal Bond - A bond issued by a state or a
political subdivision, such as county, city, town or village.
The term also designates bonds issued by state agencies and
authorities.

In general, interest paid on municipal bonds

is exempt from Federal income taxes.
Negotiable - Refers to a security, title to which,
when properly endorsed by the owner, is transferable by
delivery.
Net Asset Value - A term usually used in connection
with investment trusts, meaning net asset value per share.
It is common practice for an investment trust to compute
its assets daily, or even twice daily, by totaling the
market value of all securities owned.

All liabilities are

deducted, and the balance divided by the number of shares
outstanding.

The resulting figure is the net asset value
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per share.
Net Debt - Gross debt less sinking fund acctunulations,
water debt and other self-supporting debt.
New Issue - A stock or bond sold by a corporation
for the first time.

Proceeds may be used to retire out-

standing securities of the company, for new plant or equipment
or for additional working capital.
Non-Ctunulative - A preferred stock on which unpaid
dividends do not accrue.

Omitted dividends are, as a rule,

gone forever.
Odd Lot - An amount of stock less than the established 100-share unit or 10-share unit of trading:

from 1 to

99 shares for the great majority of issues, 1 to 9 for the
so-called inactive stocks.
Off-Board

~

This term may refer to transactions

over-the-counter in unlisted securities, or, in a special
situation, to a transaction involving a block of listed
shares which was not executed on a national securities
exchange.
Offer

The price at which a person is ready to sell.

Opposed to bid, the price at which one is ready to buy.
Open Order - An order to buy or sell a security at a
specified price.

An open order remains in effect until
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executed or cancelled by the customer.
Overlapping Debt - That portion of the debt of other
governmental units for which residents of a particular
municipality are responsible.
Over-the-Counter - A market for securities made up
of securities dealers who may or may not be members of a
securities exchange.

Over-the-counter is mainly a market

made over the telephone.

Thousands of companies have

insufficient shares outstanding, stockholders, or earnings
to warrant application for listing on a stock exchange.
Others may prefer not to make public all the information
which listing requires.

Securities of these companies are

traded in the over-the-counter market between dealers who
act either as principals or as brokers for customers.

The

over-the-counter market is the principal market for United
States Government bonds, municipals, bank and insurance
stocks.
Par Value - The fact amount of a bond - Usually
$1,000.
Participating Preferred - A preferred stock which is
entitled to its stated dividend and, also, to additional
dividends on a specified basis upon payment of dividends on
the common stock.
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Penny Stocks - Low-priced issues often highly
speculative, selling at less than $1 a share.

Frequently

used as a tenn of disparagement, although a few penny
stocks have developed into investment-caliber issues.
Point - In the case of shares of stock, a point
means $1.

If General Motors shares rise 3 points, each

share has risen $3.

In the case of bonds a point means $10,

since a bond is quoted as a percentage of $1,000.

A bond

which rises 3 points gains 3 per cent of $1,000, or $30 in
value.

An advance from 87 to 90 would mean an advance in

dollar value from $870 to $900 for each $1,000 bond.

In the

case of market averages, the word point means merely that
and no more.

If, for example, the Dow-Jones industrial

average rises from 470.25 to 471.25, it has risen a point.
A point in the averages, however, is not equivalent to $1.
Portfolio - Holdings of securities by an individual
or institution.

A portfolio may contain bonds, preferred

stocks and connnon stocks of various types of enterprises.
Preferred Stock - A class of stock with a claim on
the company's earnings before payment may be made on the
connnon stock and usually entitled to priority over common
stock if company liquidates.

Usually entitled to dividends

at a specified rate--when declared by the Board of Directors
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and before payment of a dividend on the common stock-depending upon the terms of the issue.
Premium - The amount by which a pref erred stock or
bond may sell above its par value.

In the case of a new

issue of bonds or stocks, premium is the amount the market
price rises over the original selling price.

Also refers

to a charge sometimes made when a stock is borrowed to make
delivery on a short sale.

May refer, also, to redemption

price of a bond or preferred stock if it is higher than
face value or market price.
Principal - The person for whom a broker executes
an order, or a dealer uuying or selling for his own account.
The term "principal" may also refer to a person's capital
or to the face amount of a bond.
Professional - In the securities business, a student
of the market or a person who makes a living buying and
selling securities.

A professional may direct the invest-

ments of a pension fund or other institution, or be a
member of a brokerage firm who advises or acts for his
firm's clients.
Profit Taking - Selling to take a profit, the
process of converting paper profits into cash.
Prospectus - A circular which describes securities
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being offered for sale to the public.

Required by the

Securities Act of 1933.
Proxy - Written authorization given by a shareholder to someone else to represent him and vote his shares
at a shareholders' meeting.
Prudent Man Rule - An investment standard.

In some

states the law requires that a fiduciary, such as a trustee,
may invest the fund's money only in a list of securities
designated by the state--the so-called legal list.

In other

states, the trustee may invest in a security if it is one
which a prudent man of discretion and intelligence, who is
seeking a reasonable income and preservation of capital,
would buy.
Rally - A brisk rise following a decline in the
general price level of the market, or in an individual stock.
Ratings - These are designations used by investors'
services to give relative indications of quality.

Moody's

ratings range from the highest, Aaa down through Aa, A, Baa,
B, etc.

Standard & Poor's uses the symbols Aaa for its

highest rating, then Aa, A, Bbb, B, etc.
Redemption Price - The price at which a bond may be
redeemed before maturity, at the option of the issuing
company.

Redemption value also applies to the price the
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company must pay to call in certain types of preferred stock.
Registered Bond - A bond which is registered on the
books of the issuing company in the name of the owner.

It

can be transferred only when endorsed by the registered
owner.
Registrar - Usually a trust company or bank charged
with the responsibility of preventing the issuance of more
stock than authorized by a company.
Revenue Bond - A bond, the interest and principal of
which are payable from the revenue of the project the bonds
were issued to acquire or construct.

There is usually no

recourse to any taxing power.
Rights - When a company wants to raise more funds by
issuing additional securities, it may give its stockholders
the opportunity, ahead of others, to buy the new securities
in proportion to the number of shares each owns.

The piece

of paper evidencing this privilege is called a right.
Because the additional stock is usually offered to stockholders below the current market price, rights ordinarily
have a market value of their own and are actively traded.
In most cases, they must be exercised within a relatively
short period.

Failure to exercise or sell rights may result

in actual loss to the holder.
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SEC - The Securities and Exchange Commission,
established by Congress to help protect investors.

The SEC

achninisters the Securities Act of 1933, the Securities
Exchange Act of 1934, the Trust Indenture Act, the Investment Company Act,

t~e

Investment Advisers Act, and the Public

Utility Holding Company Act.
Secondary Market - The trading market for outstanding
bonds.
Self-Supporting Debt - Debt incurred for a project
or enterprise requiring no tax support.
Seller's Option - A special transaction on the Stock
Exchange which gives the seller the right to deliver the
stock or bond at any time within a specified period, ranging
from not less than five business days to not more than 60
days.
Serial Bond - A bond of an issue which has maturities
scheduled annually or semi-annually over a period of years.
Short Sale - A person who believes a stock will
decline and sells it, though he does not own any, has made
a short sale.

For instance:

sell short 100 shares of ABC.

You instruct your broker to
Your broker borrows the stock

so he can deliver the 100 shares to the buyer.

The money

value of the shares borrowed is deposited by your broker
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with the lender.

Sooner or later you must cover your short

sale by buying the same amount of stock you borrowed for
return to the lender.

If you are able to buy ABC at a lower

price than you sold it, your profit is the difference
between the two prices--not counting commissions and taxes.
But if you have to pay more for the stock than the price you
received, that is the amount of your loss.

Stock Exchange

and Federal regulations govern and limit the conditions
under which a short sale may be made on a national securities
exchange.
Sinking Fund - Money regularly set aside by a
company to redeem its bonds or preferred stock from time to
time as specified in the indenture or charter.
Stock Dividend - A dividend paid in securicies rather
than cash.

The dividend may be additional shares of the

issuing company, or in shares of another company.
Stop Order - An order to buy or sell which becomes
a market order as soon as the price of the stock reaches,
or sells through, the price specified by the buyer or seller.
A stop order may be used in an effort to protect a paper
profit, or to try to limit a possible loss to a certain
amount.

Since it becomes a market order when the stop price

is reached, there is no certainty that it will be executed
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at that price.
Syndicate - A group of investment bankers who together
underwrite and distribute a new issue of securities or a
large block of an outstanding issue.
Tax Exempt Bonds - The securities of states, cities
and other public authorities specified under Federal law,
the interest on which is either wholly or partly exempt from
Federal income taxes.
Term Bond - A bond of an issue which has a single
maturity.
Tips - Supposedly uinside" information on corporation
affairs.
Trustee - A bank designated as the custodian of
funds and official representative of bondholders.
Unlimited Tax Bond - A bond secured by pledge of
taxes which may be levied in unlimited rate or amount.
Warrant - A certificate giving the holder the right
to purchase securities at a stipulated price within a
specified time limit or perpetually.

Sometimes a warrant is

offered with securities as an inducement to buy.
Yield - Also known as return.

The dividends or

interest paid by a company expressed as a percentage of the
current price--or, if you own the security, of the price you
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originally paid.

The return on a stock is figured by dividing

the total of dividends paid in the preceding 12 months by the
current market price--or, if you are the owner, the price you
originally paid.

A stock with a current market value of $40

a share which has paid $2 in dividends in the preceding 12
months is said to return 5 per cent.

If you paid $20 for the

stock five years earlier, the stock would be returning you
10 per cent on your original investment.
on a bond is figured the same way.

The current return

A 3 per cent $1,000 bond

selling at $600 offers a return of 5 per cent.

Figuring

the yield of a bond to maturity calls for a bond yield table.

APPENDIX II
EXHIBITS:

NEW YORK STOCK TRANSACTIONS
OVER-THE-COUNTER MARKETS
GOVERNMENT SECURITIES
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APPENDIX III
BALANCE SHEET
and

PROFIT AND LOSS STATEMENT

MISSISSIPPI VALLEY INDUSTRIES, INC.
BALANCE SHEET - June 30, 1961
LIABILITIES

ASSETS
Current Assets Cash and U. S. Government
Securities •..••...•••••...•.• $26,960
Accounts Receivable ••••••.••••• 18,321
Inventories .•••.••••••••.•..••• 15,772

Current Liabilities -

$ 61,053

Accounts Payable .•••• $15,622
Accrued Taxes ••..•.•. 8,993
Accrued Wages .••••••• 6,245

$ 30,860

Fixed Assets Cost Depreciation
Land ..•••• $ 25,000
Buildings •• 75,000
$50,000
10,000
Equipment •. 20,000
$60,000
$120,000
Other Assets Prepayments •••.•••••..••••••••• $ 1,500
2,000
Deferred Charges ••••••.•••.•.•
1
Patents and Goodwill •••••••••••

Net Worth Preferred Stock
60,000

3,501
$124,554

.... $ 7,500

Common Stock •.••..••

20,000

Capital Surplus •..••

20,000

Earned Surplus •.••••

46,194

$ 93,694
$124,554

°'
'-I

MISSISSIPPI VALLEY INDUSTRIES, INC.
PROFIT AND LOSS STATEMENT
June 30, 1961

............ ...................................... .
Operating Expenses:
Cost of Goods Sold ............... ....... ..... $ 97,580
Selling, Administrative and General Expense •••
7,240

Net Sales

2,800
5,600
4,200

Depreciation ....•............................

Maintenance and Repairs ••••••••••••••••••••••
Taxes other than Federal Income •••••••••••.••

117,420

........ ..............................
Other Income . .............. . ....... ............... ...... ....
Total .. .......... ... ..... ......... ......... .........
Provision for Federal taxes on income .... ...... ......... ....
Profit from Operations

Net Income.
Dividends:
Pref erred
Common

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

$ 139,400

•

•

•

$

•

•

•

•

•

•

•

•

•

0

21,980
2,200

$

24,180
7 481

$ 16,699

3,750
2,000

.... ....... ...... .......................
Balance carried to Earned Surplus ......... ..... .............
Earned Surplus - January 1, 1961 ...... ... ........ ..... ......
Earned Surplus - June 30, 1961 .. ...... ... ....... .. ..... .....
••••• •• •••••• ••• •• • • ••• • • • •••••• •• • ••

$

5,750

$

10,949
35,245

$ 46,194

"'
00
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A simple explanation of this BALANCE SHEET is
submitted.
nAssets" are what the company owns, plus what is
owed to it.

rrLiabilities" are items the company owes to

others, plus what it owes to the company owners - the
stockholders.

By custom, assets are shown on the left side

of the balance sheet and liabilities on the right.

When

each side is added, the totals will be the same; hence the
name balance sheet.
A review of ASSETS appearing on the left side
follows:
Current Assets - $61,053 - are those which can
quickly be converted to cash.

The individual may have

current assets - folding money and coins, savings or
checking accounts in the bank, and possibly some U. S.
Government savings bonds.

These are all ''current'' because

they can be quickly converted to cash.

Similarly, a company

may have cash and marketable government securities - $26,960.
Accounts Receivable - $18,321 - result from sales
of company products to customers for which it has not
received payment.

Because some customers fail to pay their

bills, the company may set up a reserve for doubtful accounts.
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Inventories - $15,772 - represent the value of raw
materials on hand, products in process of being made, and
completed products not yet sold to customers.

Since all

of this material is presumed to be readily saleable, it
belongs under Current Assets.

Inventories are usually con-

servatively valued at cost or present market value, whichever
is lower.
Fixed Assets - $60,000 - are assets of a permanent
nature, less subject to ready conversion into cash.

Included

in this category are Land, $25,000; Buildings, $75,000; and
Equipment, $20,000 shown at cost and net value.

With usage

and the passage of time, buildings and equipment lessen in
value.

Eventually, they become too antiquated to be of

value.

For this reason, the company provides a depreciation

expense against annual earnings, which is accumulated in an
account called Reserve for Depreciation - $60,000.

This

annual provision measures how much of the useful life of the
asset is consumed each year.

Subtracting this reserve from

the original cost gives the net fixed asset value.
Other Assets - $3,501 - are less permanent than Fixed
Assets, but also are not readily converted to cash.

Included

under this caption are:
Prepayments - $1,500 - include payments made by the
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company from which it has not yet received benefits, such
as rentals and insurance premiums paid in advance.
Deferred Charges - $2,000 - are expenditures from which
the company will benefit over a period of months or years,
such as a new product development.

The companywuld distort

operating results by charging the full expense against just
one year, so the charges are written off gradually over the
life of the new product or some other reasonable period.
Patents and Good Will - $1 - represent the cost of
patents purchased or developed and the value of reputation,
prestige, contacts or brand names.

For example, owning the

name "Frigidaire" should be worth a large sum to General
Motors.

In general, little tangible property is involved,

so many corporations value patents and Good Will at a nominal
$1.
A discussion of LIABILITIES (the right side) follows:
Current Liabilities - $30,860 - represent obligations
which are payable within a relatively short time - generally,
a year.

They include:
Accounts Payable - $15,622 - are amounts which the

company owes for the purchase of raw materials and other
items necessary to the operation of the business.
Accrued Taxes - $8,993 - is the amount estimated by
the company to pay anticipated Federal, state and local
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taxes for the past year.
Accrued Wages - $6,245 - is the amount provided to
meet payrolls.
Net Worth - $93,694 - represents the owners investment
in.the business.

This category is reported in such a way as

to indicate the source of the funds received as the original
investment and the accumulated profits retained in the
business.
Preferred stock - $7,500 - so called because holders
get dividends, if earned, ahead of common holders; and assets,
if the company is liquidated.
Common stock - $20,000 - the basic capital invested
in the company.

Common shareholders are not limited to a

set return, like the preferred, but can earn a great deal
more.

Risks of common ownership are greater.
Capital surplus - $20,000 - Excess funds the company

obtains through the sale of its common stock at above par
or stated value.
Earned surplus - $46,194 - represents profits not
paid to stockholders.

Instead, they are used to finance new

equipment and expansion.

What's important

.Q!1

the balance sheet?

Current Ratio - The ratio of Current Assets to
Current Liabilities, called the Current or Business Ratio,
represents strength to meet economic problems.

Generally

speaking, analysts believe Current Assets should be at least
twice as great as Current Liabilities.

In stable industries,

such as utilities, current assets need not exceed current
liabilities.

But companies whose raw material and finished

inventories are subject to wide price variations should have
higher current ratios.
Net Quick Assets should also be checked.

These are

Current Assets less the value of inventories and Current
Liabilities.

Something should be left over.

Inventory and Inventory Turnover.

A large finished

inventory raises the question of saleability of the company's
product.

Large inventories of any kind make the company

vulnerable to losses through price drops.

Obviously, an

inventory is large or small only in terms of yearly turnover
and type of business.

Turnover can be checked by dividing cost

of sales (on the income account) by inventory (on the balance
sheet).

The rate should then be compared with other companies

in the same industry.
Book Values of Securities - computed as follows:
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For common stock - add common stock value under liabilities
to surplus; then divide by total number of shares outstanding.
For preferred stock - add value of preferred and common stocks
and surplus; then divide by number of preferred shares.

Book

value has little meaning except when compared over a period of
years.
The PROFIT AND LOSS STATEMENT is now reviewed.
Net sales (or gross revenues) - $139,400 - is the
amount of money received from customers for goods or services
sold.
Operating Expenses - $117,420 are the cost to the
company of producing its goods or services.

Cost of Goods

Sold - $97,580 - includes all costs directly connected with
manufacturing the product - raw material costs, labor costs,
freight charges, power and rent.

Selling, Administrative and

General Expenses - $7,240 - include all non-manufacturing
costs, such as sales costs, executive and clerical salaries,
and advertising expenses.

Depreciation - $2,800 - is the

sum provided by the company during the year to the depreciation
reserve shown on the balance sheet to indicate the cost value
of the assets partially consumed during the year.

Maintenance

and Repairs - $5,600 - represents the amount spent to keep
the plant in good operating order.

Taxes (other than Federal
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Income Taxes) - $4,200 - include personal property taxes,
real estate taxes, social security and all other taxes which
are paid without regard to profits.
Profits from Operations - $21,980 - are the difference
between net sales and operating expenses.
Other income - $2,200 - represents money earned by
the company through other means than selling its goods, such
as dividends or interest on securities owned.
Provision for Federal Income Taxes - $7,481 - is
figured on the total income of the company after normal
business expenses.

Subtracting the amount of Federal Income

Taxes, we arrive at Net Income - $16,699 - for the year, representing the return to the owners for the capital invested in
the company.
Dividends - $5,750 - All dividends are paid out of
surplus.

Preferred dividends are for a pre-determined

amount and are paid first because of priority.
idends are determined by the directors.

Common div-

Seasoned companies

try to establish a regular dividend policy, supplementing the
regular with extras or increasing the regular as earnings
improve.

Most companies try to retain some earnings for

expansion or new products.
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What's important gg the profit and loss statement?
Margin of Profit is found by dividing the profit
from operations by net sales.

If the margin of profit is

consistently low in comparison with other companies in the
same field, there is cause for concern.
Earnings per Common Share - to find, deduct preferred
dividends from net income; then divide by number of common
shares outstanding.
Price-Earnings Ratio - to find, divide market price
per share by earnings per share.

Ratios vary in different

industries, but as a broad rule, most well-regarded issues
sell at 8 to 12 times earnings.
Cash Yield - The cash return on your investment.
For common stock, divide annual dividend rate by current
market price.

APPENDIX IV
EXHIBIT:

HORACE MANN MUTUAL FUND

HORMT M \;Jt, r.lJND, lNC.
l!.JVESTMENT SECURITIES
a:: ;11 A-iµ1,s• 11. 19fi9

No. of shares
or Principal
Amount

25,000. 00
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UTILITY BONDS - 11. l"/a
California Electric Power Co. , lst Mtge.

$

4 1/2"/a, 3-1-88
25, 000. 00

Natural Gas Pipeline Co. of America, lst Mtge.

25,000.00

Northern Indiana Public Service Co. , lst Mtge.

10,000.00
25, OOO. 00

Northern States Power Co., 4 1/4"/a, 9-1-86
Pacific Telepl!one & Telegraph Company,

10,000.00

Public Service Co. of Indiana, lst Mtge. 4 3/8"/a,

25,000.00

Southern Nevada Power Co. , lst Mtge. , Ser. D

4 5/8"/a, 4-1-79
4 1/2"/a, 1-15-89
4 3/8"/a, 8-15-88
2-1-89

.

5 1/4%, 5-1-89
Total Utility Bonds

25, OOO. 00
25,000.00
25,000.00
25,000.00

Market
Value

Cost

Company or Issuer

$

INDUSTRIAL BONDS - 7. CJ'/a
The Glidden Company, 4 3/4"/a, 11-1-83
National Steel Corp. , 4 5/8"/a, 6-1-89
Phillip Morris, Inc., 4 7/8"/o, 6-1-79
Standard Oil Co. (Ind.) 4 1/'l!'/o, 10-1-83
Total Industrial Bonds
rDTAL BONDS - lCJ'/a

25,093. 75

$

23,125.00

24, 920. 00

23,750.00

24,656.25
9,950.00

23,625.00
9,450.00

24,418.90

23,968.75

10, 041. 60

9,450.00

25,000.00
144, 080. 50

$

251000,00
138.368.75

$

$

25,031.25
24,750,00
24,750.00
25,000.00
99,531. 25

$

25,000.00
24,500.00
24,875.00
241531. 25
98,906.25

$

243, 611. 75

$

237,275.00

$

29, 121. 89
22,757.94
51.879.83

$

30,187, 50
26,562.50
561750.00

$

COMMON STOCKS - 80"/a

500
500

300
300

200
300
510

300
200
200
400
400
400

CHEMICAL. - 4. fP/a
American Cyanamid Company
Monsanto Chemical Company
Total

$

CONTAINERS AND PAPER - 2. lo/a
Champion Paper & Fibre Company
Union Bag - Camp Paper Corp.
Total

$
$

FINANCIAL - 3. 7<'/a
Chase Manhattan Bank of New Yrok
C. L T. Fmancial Corporation
Household Finance Corporation
Total

$
$

FOOD - 9. So/a
Corn Produ:.:ts Company
General Foods Corporation
General Mills, Inc.
National Biscuit Company
National Dairy Products Corporation
Quaker Oats Company
Total

$

$

16

$

12,292.88
131096.88
25.389.76

$

11,777.19
16,220.19
16,824.40
44, 821. 78

$

14,815.19
Hl,694. 60
18,045.95
20,587.37
19,359.34
19,171.01
108.673.46

$

$

$

$

13,200.00
131425,00
26.625.00
13,225.00
16,500.00
171212. 50
461937. 50
16,350.00
19,400. 00
22,000.00
20,800.00
20,950.00
19.400. 00
1181900.00

40il
JOO

lNVESTMENTS
PETf.'J.H.EUM: ·· lO°lo
Ohiu 01! ( :nmpany
Philltp; Petru;eur1t l.:ompany

.\ugust 3!, 1·1;,' 1 \·

Roy:::.

20('

:;.,, ur,·1 ;\·kr•i.1-0: I C·•mpany, Inc.
St.in.!;c1rd U. ! '..'.>!LilJ.[:; .,f C:i.iifor:;1a
Standard Oil Company (Indiana)
Standard Oil Company (New Jersey)
Texas Company
Total

300
150

300
450
100

300
200
400
500
302
440

500
500
400
40C
500
400
601)
400
415
600
300
310
500

200
300
300
201
400
400
400
500
200

1:s, ~-r:. Gl

~litt:·L !\~twlt.:um Cirnpar~y

40U

3VO
200
501
200

i

'!. -~>8~~.

tj'2

l

~·

t)f ;._~ •

~I

~:H!·7.

50

,

:•.

$

RETAIL - 2. 'if'/a
Federated Department Stores, Inc.
J. C. Penney Company
Total

$
$

STEEL - 4. 411/a
Bethlehem Steel Corporation
Inland Steel Company
Youngstown Sheet and Tube Company
T0tal

$

l

! ti' !).)\ 1 •
l.".i. ' i.
t ~;. 1Jf)l.1.

(:

~

;..... ;

on

Jb,,~·~C:.81

8. :JO\'.'.'')
i5,GOO ~~C

8,358.06
26,767.46
14,363.28
120,896.75

9,400.00
25, 801. 50
16,600. 00
125,039.00

13,861,99
16,003.98
29,865.97

$

$
$

19,200,00
16,200.00
35,400,00
17,325.00
23,118.75
14,700.00
55,143.75

16,821.19
21,447.35
12,999.41
51,267,95

$

14,378.25
14,614.00
13,392.26
17,129.75
16,639.72
21,811.00
27,477.96
16,183. 19
14,522.89
14,569.14
17,670.09
14,288.75
15,973.67
19,874.51
20,123.02
16,003.76
9,968.68
11, 774. 88
12,662.06
309,057.58

$

$

$

29,289.98
12,129.56
27,857.22
26,255.68
28,843.17
20,056.53
20,099,93
18,729.91
4,497.56
187,759.54

$

$

929,612.62

$1,002,413. 3'!

GRAND TC'T /1 t
$ 1, 173, 224. 37
H:<.: agwegate < .JS. nf investments !or Fede..ral Inco1?.1e Tax
purposes was $ 1 ;-:· .• 224. :n

$1,239,688. 37

$
$

UTIUTIES - 26. f'f'/a
American Electric Power Company
American Telephone & Telegraph Company
Carol~na Power & Light Company
Cincinnati Gas & Electric Company
Commonwealth Edison Company
Consolidated Nattual Gas Company
Consumers Power Company
El Paso Natural Gas Company
Illinois Power Company
Indianapolis Power & Light Company
Iowa Power & Light Company
Kansas Gas & Electric Company
Oklahoma Gas & Electric Company
Pacific Lighting Corporation
Philadelphia Electric Company
Potomac Electric Power Company
Virginia Electric & Power Company
Wisconsin Electric Power Company
Wisconsin Public Service Corporation
Total
OTHER INDUSTRIAL STOCKS - 16. 4"/a
American Home Products Corporation
Armstrong Cork Company
Eastman Kodak Company
Firestone Tire & Rubber <1ompany
General Electric Company
General Motors Corporation
Gillette Company
Parke, Davis & Company
Texas Gulf Sulphur Company
Total

$

$
$

Total Common Stocks
~~\)TE:

ont11i.kd)

17

$

$

15,075. 00
16,050,00
15, 100. 00
16,250.00
18,912. 75
23,375.00
28,187. 50
16, 125. 00
16,800.00
16,300.00
18,000.00
19,400.00
18,225.00
20,050.00
21,943. 12
16,575.00
11,550.00
11,857. 50
13,000.00
332,775.87
33, 700. 00
13,087. 50
27,450.00
26,079.75
32,750.00
23,050. 00
21,150.00
23,625.00
3,950.00
204, 842. 25
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